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SUBJECT: Canpai gn Financi ng Reform Act OF 2000/ Establ i sh Legi sl ative El ection Fund

SUMVARY OF BI LL

Under the Administration of Incone and Franchise Law (AFITL), this bill would
establish the Legislative Election Fund (LEF) to allow certain taxpayers to
designate that a portion of their tax liability be used for public funding of
political canpaigns.

Under the Governnent Code, this bill would establish the Canpai gn Fi nanci ng

Ref orm Act of 2000 (the "Act”) and repeal the provisions of the Political Reform
Act of 1974 prohibiting public officers from expendi ng and candi dates from
accepting public noneys to seek elective office. This bill would require the
Franchi se Tax Board (FTB) to conduct additional canpaign finance audits and

i nvestigations.

Thi s anal ysis addresses only those provisions that inpact the FTB.

SUMVARY OF AMENDMENT

The May 13, and April 28, 1999, anmendnments nade changes to the Governnment Code
whi ch woul d not inpact the departnment or the collection of state income tax
revenue. The departnent did not analyze the bill as introduced

February 26, 1999.

EFFECTI VE DATE

The bill specifies that the LEF would be effective January 1, 2000, and first

appear on the 1999 tax return. The other provisions of this bill would becomne
effective March 7, 2000, if approved by the voters at the statew de direct

primary election. |If the other provisions are rejected by the voters, the LEF
al so woul d becone inoperative. |f voters approve the other provisions, the Act

all owi ng the expenditure of public noneys for canpaign el ections would becone
operative on or after July 1, 2000, if the Controller determ nes that the anount
of nmoney in the LEF is $20 m|Ilion or nore.

LEG SLATI VE H STORY

SB 2106 (1998 — woul d have established the Legislative Election Fund - died in
Conmttee); SB 1953 (1998 — woul d have established the State Candi date El ection
Fund - died in Conmttee); SB 717 (1997 — woul d have reenacted and extended the
California Election Canpaign Fund - vetoed); SB 588 (1993/1994 — woul d have
establ i shed the Legislative Election Fund - vetoed).
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BACKGROUND

The California Election Canpaign Fund (the first voluntary contribution fund) was
enacted in 1982 and was first available for contribution on the 1982 tax return
filed in 1983. Unlike this bill which is a true checkoff of tax liability, the
California Election Canpaign Fund was created to allow a taxpayer to designate a
portion of his or her tax refund to the fund. The fund sunset and was repeal ed
by its own terns on January 1, 1997, and |ast appeared on the 1996 tax return
filed in 1997. This fund received approxi mately $95,532 from i ndivi dua
contributions on 1996 tax returns.

SPECI FI C FI NDI NGS

Current federal |aw provides a true checkoff to direct $3 ($6 for married
individuals filing jointly) of a taxpayer's tax liability to the Presidentia

El ecti on Canmpaign Fund. Designation of the $3 anpunt does not affect the anount
of tax paid or reduce the refund received by the taxpayer. Current state |aw
does not allow a taxpayer to designate tax liability to an el ecti on canpaign
fund.

Current state law all ows taxpayers to make contributions of their own funds (not

tax liability) on their tax returns to the 12 voluntary contribution funds |isted
on the state inconme tax return. Each fund provides for the rei nbursenent of the

FTB's and Controller's costs to adm nister the fund.

Under the Political Reform Act (PRA) of 1974, current state law requires the FTB
to audit political commttees, |obbyists, |obbyist enployers, and political

candi dates, including those canpaigning for the Legislature, constitutional or

| ocal governnent offices. Generally, 25% of candi dates whose contri butions
exceed established anbunts are audited on a random sanple basis. |If
contributions are |less than $15,000, a 10% random sanple audit is required for
Suprenme Court, Courts of Appeal, and Board of Equalization candi dates.

This bill would establish the Legislative Election Fund to be adm nistered by the
Controller, allow ng individual taxpayers to designate an anbunt up to $5 (up to
$5 each for married individuals filing jointly), in full dollar amounts, of tax
liability to the fund. Under the Governnent Code, this election fund woul d

provi de funding for making paynments on the basis of matchable contributions to

el i gi bl e nom nees, as defined, and funding of all adm nistrative costs associ ated
with this chapter.

Individuals with a tax liability of $5 dollars or nore, or a married couple with
aliability of $10 or nore, would be allowed to designate to the LEF. Tax
liability woul d be defined as the anmpbunt of taxes inposed, minus all credits
except the Renter's Credit withholding credit, excess tax credit, and estinmated
t axes.

This bill would require the FTB to revise all original personal incone tax forns
(which include the 540, 540EZ, Telefile, 541, 540NR and scannable forns) for the
1999 tax year and thereafter to include the LEF designation. Specifically, this
bill would require that, on the first page i medi ately preceding the filing
status, |anguage be included to all ow each individual taxpayer to designate $5 of
tax liability to the LEF.
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This bill also would require that tax returns specify that the designation would
not increase a taxpayer's liability or reduce any refund.

This bill would require the FTB to certify to the Controller the anount which has
been designated "as the tax returns are received fromthe taxpayers."

This bill would conmpensate the FTB and the Controller fromthe LEF for reasonabl e
adm ni strative expenses connected with the fund' s operation

| npl enent ati on Consi derati ons

Section 4 of this bill specifies that |anguage all ow ng designation to the
LEF be placed on the 1999 tax return. Section 7 specifies that Section 4
(LEF designation on tax returns) becones effective January 1, 2000.

However, Section 7 also provides that the LEF would becone inoperative if
the voters do not approve the public canpaign financing provisions on

March 7, 2000. Tax returns with the required LEF designation would be

avail able to taxpayers by | ate Decenber 1999. In the event that voters
reject the canpaign election provisions, it is unclear what date the author
i ntends the LEF becone inoperative and what treatnment the author intends for
any LEF designations made prior to that date.

This bill specifies that every individual taxpayer with a tax liability of
$5 or nore may designate, in full dollar amounts, "up to five dollars" to
the LEF. However, this bill also would require the departnment to provide

| anguage on the tax return allow ng each qualified individual to designate
"five dollars" to the LEF. The federal Presidential Election Canpaign Fund
i ndi cates a specific anmount, then provides a "yes" or "no" box.
Carification of the author's intent would assist the departnent in

determ ning the nunber of |ines necessary on the tax returns to inplenent
this bill. The federal "yes" or "no" nethod would facilitate processing.

This bill would require the FTB to notify the Controller of noney designated
to the LEF “as the inconme tax returns are received fromtaxpayers.” It is
unclear if the author intended a new continuous notification process be
created to neet this requirenent, which could be excessively burdensone to
both the Controller and the FTB, or if the existing process by which the FTB
regularly notifies the Controller of other, simlar information would be
sufficient.

This bill would require that the FTB and the Controller be reinbursed for

all costs incurred in connection with this fund if voters approve the
adoption of the Act. However, no nethod of reinbursenment is identified. 1In
addition, if the Act is rejected by the voters on March 7, 2000,

rei mbursenent is not provided for FTB costs incurred for placing the LEF on
the 1999 return prior to the actual vote and processing those returns with
checkof f s.

This bill allows only individuals who have a tax liability of $5 or nore
($10 for joint filers) to designate. The bill does not specify the basis to
determ ne a taxpayer’s liability for purposes of making a designation. The
author’s intent is unclear if a taxpayer has no tax liability at the tine a
designation was nmade or if an audit reveals a tax liability does not exist.
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Currently, the tax forns suffer from serious space constraints. The forns
and instructions accommpdate 12 non-tax related voluntary contributions,
taki ng up approxi mately one-fourth of a page on tax returns and

approxi mately three-fourths of a page in instruction booklets. To
illustrate, on the Form 540EZ and t he Form 540A, the taxable i ncone

cal cul ations, tax and credit cal cul ati ons, and the anmpbunt of refund or tax
owed occupy approxi mately one-eighth of a page, or half as much space as
currently dedicated to non-tax related voluntary contribution

Additionally, in 1998, the tax returns were radically redesigned to address
a privacy issue by providing Step la for a taxpayer to add his or her social
security nunber (SSN). Step la requires nore space than the previously used
SSN mai ling |labels. This bill would exacerbate the space constraints of the
personal inconme tax forns by adding two or nore additional lines to all

i ndividual tax returns and to instructional text.

Including this designation on all original personal inconme tax returns woul d
be a significant change for all taxpayers. It has been the departnent's
experience that, when a tax |aw change inpacts a significant nunber of

t axpayers, taxpayer contact with the departnent increases, resulting in
addi ti onal departnment resource needs. However, since a simlar designation
is on the federal tax return, this change nmay not cause a substanti al

pr obl em

In addition to the other audits authorized by the Political Reform Act of
1974, during the 1996/97 (two-year) election audit cycle, the departnent
compl eted 25 Senate audits and 70 Assenbly audits. Because of the canpaign
contribution limts proposed by this bill, the conplexity and | ength of
Senate and Assenbly audits would increase. Additionally, the nunber of
candi dates for mandatory audits is expected to increase since the public
funding provisions may attract additional candidates. It is projected that
the Senate audits would increase by five and the Assenbly audits woul d

i ncrease by 30

Techni cal Consi der ati ons

This bill specifies that the LEF would be Article 11 under the AFITL;
however, Article 11 is currently the California Mexican Amrerican Veterans
Menorial Beautification and Enhancenment Account. Additionally, the initial
section nunber of the LEF (“18900”) nunerically follows the AFITL's Article
16, General Provisions. The author may wish to renunber this section to
avoi d conf usi on.

This designation is located in the AFITL (Part 10.2 of the Revenue and
Taxation Code) and this bill defines “inconme tax liability” as the anpunt of
taxes inposed on individuals mnus certain credits under “this part.”
However, taxes are inposed and credits are allowed for individuals under
Part 10 (Personal Income Tax Law). The two references to “this part” in

this definition should be changed to reference “Part 10.” See Amendnents 2
and 3.
This bill would define tax liability as the anount of taxes inposed, mnus

all credits except the Renter's Credit, withholding credit, excess
contributions tax credit, and estimted taxes. However, the renter's credit
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is now a nonrefundabl e credit and should be subtracted |i ke the other
credits to determine tax liability. See Amendnent 4.

Additionally, this bill references two code sections that should be
renunbered to reflect the changes made in 1994. Specifically, on page 27,
line 29, “18551.1” should read “19002,” and on page 27, line 31, "18557”
shoul d read “19007.” See Anendnents 4 and 5.

Section "18900" does not provide subsection "(a)." See Amendnent 1.

FI SCAL | MPACT

BOARD

Departnental Costs

Until inplementation concerns are resolved, it is difficult to determ ne
departnental costs.

Tax Revenue Esti mate

Revenue | osses under the Personal | ncone Tax Law are estimated to be as
foll ows:

Esti mat ed Revenue | npact of SB 1169
As Anmended May 13, 1999
Ef fective from Tax Year 1999
(In $M 1 1ions)

Fi scal Years 1999/ 2000 2000/ 2001 | 2001/ 2002
Revenue | npact -9 -11 -12
( Rounded)

Any possi bl e changes in enpl oynent, personal incone, or gross state product
that might result fromthis proposal are not taken into account.

Tax Revenue Di scussi on

This estimate is based on federal experience with the Presidential Election

Campai gn Fund where 17% of all taxable returns in 1992 (the nost recent data
available fromthe IRS) designated $1 (or $2 for joint filers) to that Fund.
In the | ast several years, this percentage has declined sonmewhat.

It was assuned that 15% of all taxable individual state returns would
designate for the LEF for tax year 1999, i.e., approximtely 720,000 joint
filers would designate $10 each and around 800, 000 other filers would

al locate $5 each (totals $11.2 million). The fiscal year estimates allow
for sonme taxpayers filing on extensions after June 30 of the respective
years.

POSI T1 ON

Pendi ng.
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FRANCHI SE TAX BOARD S
PROPOSED AMENDMVENTS TO SB 1169
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AMENDMENT 1

On page 27, line 15, between "18900." and "For original personal
income tax returns" insert:

(a)
AVENDMENT 2

On page 27, line 27, strike out "this part" and insert:

Part 10
AVENDMENT 3
On page 27, line 28, strike out "this part" and insert:
Part 10
AVENDVENT 4
. On page 27, strikeout line 29 and on line 30, strikeout 18551.1 and
i nsert:

Secti on 19002

AVENDMENT 5
On page 27, line 31, after “excess” insert:
contri butions
AVENDMVENT 6

On page 27, line 32, strike out "18557" and insert:

19007.



